Week 2 - Thursday Class - Microeconomics 1021b 


Before Class Notes: 
- Following “MID 1” Syllabus 


- 2 Resources 
o In Announcements, FOLLOW THE READINGS ONLY THOSE READINGS 
o IN resources, the PPT includes everything so pick what is important, 
FOLLOW THE LECTURE NOTES ON THE PPT 
- Complete My Lab Assignment 


Notes: 
Production possibilities and opportunity cost 


- Production possibilities frontier (PPF) is the boundary between combination 
of goods and services that can be produced and those that cannot. 

- Marginal Cost 

- We focus on two good at a time and hold the quantities of all other good n 
services. 


- Using Resources and current level technology 
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- All points on the PPF are 
efficient in terms of production. 

- Points outside the PPF are 
unattainable. 

- Point inside the PPT are 
attainable, but inefficient. 

- Scarcity: points outside the PPF 
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are not attainable 
Opportunity Cost - Apart of PPF 


Example #1: Looking to go from B -> C, specially finding the opportunities coast of 
pizza production from 1 million to 2 million. 


- Weare purchasing 1 million more of pizzas, so the cola production is being 
sacrificed. 
o Weare sacrificing 2 million cans of cola (14-12= 2) when we want to 
increase pizza from 1 million to 2 million 


- Example #2: 


Ethanol (barrels 
per day) 


Food Crops (tonnes 
per day) 
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o If Brazil 
increases good production from 2 tons per day to 3 tons per day, what 
is the opportunity cost OF ADDITIONAL FOOD CROP (“x” is food crops 
and “y” is the barrels of ethanol 

« When x=2, y is 54 
« When x=3, y is 40 
e So, 54-40 = 14 so the opportunity cost of the additional 
food is 14 barrels of ethanol per day 

o The production of food increases while the opportunity cost of food 

production increases 
- Example #3 

o Production Possibilities Frontier 

o Drawing the PPF with the table given 

o X= food and Y= Sunscreen 


Food Sunscreen 
300 0 

200 50 

100 100 

0 150 


PPF is down ward 


- Example #4 
o This is an example of a Downward 
Slopping PPF 

o This is bowed outward because. 60 
= At Point A, the opportunity cost of 
production 3 more units is 20 of Y 

= At Point A, the opportunity of 
production 1 more unit of X is 20/3 0 2 4 6 8 X 
units of Y 
= Marginal cost is 4.5 unit of x is 20/3 units of Y 


